
r- 
STATE OF ILLlNOlS 

0 ILLINOIS COMMERCE COMMISSION 

June 19,1998 

Re: 97-0351 

TO ALL PARTIES OF INTEREST: 

Enclosed is a copy of the Memorandum from the Hearing Examiner to the 
Commission regarding recommended action at the Bench Session on June 17, 1998. 
The Order presented to the Commission was entered with no changes and therefore, is 
not enclosed. 

Donna M. Caton 
Chief Clerk 

DMC:cfr 
Enclosure 

a 
827 Emi C!apltol Avmq P.O. Box 192&J, sprfngfleld, lSlnols 82781-8280 



Service List - 97-0351 

James R. Maurer 
Consumers Illinois Water Company 
1000 S. Schuyler Ave. 
P.O. Box 152 
Kankakee, IL 60901 l 

Boyd J. Springer 
Atty. for Consumers Illinois Water Company 

Jones, Day, Reavis 6 Pogue 
77 W. Wacker 
Chicago, IL 60601-1692 * 

John P. Meyer 
Atty. for Devro-Teepak, Inc. 
Law Of6ces of John P. Meyer 
609 % N. Gilbert St. 
Danville, IL 61832 l 

Christopher P. Meyer 
Atty. for Devro-Teepak, Inc. 
Dukes, Martin, Ryan, Meyer 

6 Krapf 
146 N. Vermilion St. 
Danville, IL 61832 * 

Paul G. Foran 
Atty. for City of Danville 
Lueders, Robertson 8 Konzen 
609 % N. Gilbert St 
Danvilla, IL 61832 * 

Forest J. Miles 
Atty. for Village of University Park 
McCarthy, Duffy, Neidhart 8 Snakar 
180 N. LaSalle St., Ste. 1400 
Chicago, IL 60601 l 

Karen Roche 
The Woodhaven Association 
509 LaMoille Rd. 
P.O. Box 110 
Sublette. IL 61367 l 

* Active Parties -l- 



Docket No: 97-035 1 
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Deadline: 6i7190 

MEMORANDUM 

TO: 

FROM: 

DATE: 

SUBJECT: 

RECOMMENDATION: 

The Commission 

Mark Goldstein and Deborah King, Hearing Examiners 

June 12,1998 

Consumers Illinois Water Company 

Proposed General Increase in water and sewer rates. 

Enter Amended Order. 

In reviewing the June 3, 1998 Order in this docket, it was determined that certain 
Staff language in Section VI, Rate of Return, which had been approved by the 
Commission, was omitted. 

More specifically, the Commission is directed to pages 30 and 37-36 of this 
Amended Order where substantial changes were made. However, in other portions of 
Section VI, minor word changes have been made to conform to Staffs exceptions. We 
would direct your attention to page 2 of the Amended Order which describes the need 
for same. Also, we direct your attention to the addition of Findings (12) and (13) on 
page 67, as well as the appropriate Commission ordering paragraphs thereafter. 

We would note that, based upon Staffs language, we changed the Commission 
conclusion regarding Capital Structure. In our Post Exceptions Proposed Order, we 
reversed our position from the Hearing Examiners’ Proposed Order and allowed 
$565,228 of retained earnings to be included in CIWc’s capital structure. In the 
Amended Order, we have reversed the PEP0 and removed that $565,228 from the 
capital structure. Accordingly, the Summary on page 49 of the Amended Order reflects 
the disallowance of-any retained earnings accrued after December 31, 1996. 

Based on the number of changes, we propose that the Commission enter a full 
Amended Order. The changes reflected in the Amended Order do not impact CIWC’s 
water and sewer rates. 

MLG/DKfs 

LLINOISCOMMWE WMMISSiON 
CHIEF CLERKS OFFICE 
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Enclosed is a copy of the June 17, 1998. concurring opinion to the Order entered 
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JUNE 17,1998 CONCURRING OPINION OF COMMISSIONERRUTH K. 
KRETSCHMERTO THE ORDER ENTERED BY THE COMMISSION ON 

JUNE 3,1998 
&,, Ji q&- 

While I generally agree with the outcome reac Order, I strongly disagree 
with one decision reached by the majo ion. In both the Hearing 
Examiner Proposed Order and the Pro earing Examiners correctly 
recommended the Commission follow the is Water Company’s (hereinaf&..; 
the Company or CIWC) recommended sample proxy group to determine Cost of 
Common Equity. However, the majority of the Commission decided to replace this 
language in the Final Order with Staffs recommended sample proxy group found in its 
Brief on Exceptions. I do not agree with this decision. 

The dissimilarity between the Companies recommended sample proxy group and 
the sample proxy group recommended by Staff is obvious. CIWC is a water utility with 
operations only in Illinois. no significant non-utility operations and total annual revenue of 
approximately $20600,000. (Tr. 101-02). Staffs sample proxy group, however, is filled 
with large electric, gas and water utilities. CIWC points out in their Reply Brief on 

/wdJ9w(~ .c I i _. Marc Exceptions that most of these large utilities are diversified across 
non-utility business. Reply Brief on Exception ofG&ena tnors Water Company a 
11. These dissimilarities between proxy groups may not lead to a large variance in 
results for this docket, but the Commissions adopting Staffs recommendations presents a 
large policy problem not only here, but in any other water rate case that may come before 
us. 

A brief comparison of CIWC’s Proposed sample proxy group and Staffs will show 
why Staff’s sampling is flawed. Staffs proxy list includes: 

_ 1. Hawaiian Electric Industries, Inc., which is the parent company of Hawaiian 
Electric Company, American Savings Bank and other non-utility operations, has 
no water operations. According to Staffs own witness Pregozen, the non-utility 
actfviiiesof American Savings Bank and the other non-utility operations had a 
significant effect on Hawaiian Electric’s 1997 stock price. (Tr. 99, II 3). The 
1996 revenues of Hawaiian Electric Industrieswere $I,41 0,600,000, more than 
68 times those of CIWC. (Tr. 102-03,114) 

2. Idaho Power, Inc., which is a large hydroelectric company in three western 
states, conducts no water operations. (Tr. 115). Idaho Power’s 1996 revenues 
were $576.5 million, about 28 times higherthan CIWC. (Tr. 117). 



97-0351 
Commissioner Kretschmer’s Concurring Opinion 

3. Scana Corporation, which is the parent company of South Carolina Electric and 
Gas Company, has no water operations. 

4. Nevada Power, which is an electric company and conducts no water operations, 
had 1996 annual revenues of $805.4 million. These annual revenues amount to 
more than 39 times that of CIWC. (Tr. 119). 

5. Black Hills Corporation, which is an energy company with no water operations, 
had 1996 revenues of $162.6 million. These annual revenues amount to more 
than 8 times that of CIWC. (Tr. 104-05). 

6. Empire District Electric Company, which is a diversified company, had 1996 
revenues of $206 million, about 10 times that of CIWC. Unlike the previous five 
examples, Empire does provide some water operations accounting for a total of 
.5% of its 1996 revenues, or approximately $1.03 million. (Tr. 107). 

And the list continues. The truth of the matter is that most of the companies used 
by Staff witness Pregozen in preparing his Cost of Common Equity are not comparable to 
CIWC. The sample companies used in Staff’s proxy list are large, diverse companies 
with operations in multiple states. CIWC is right to argue, and the Hearing Examiners 
were correct in accepting, that Staffs sample proxy group is not comparable to CIWC au&- 
should be rejected by this Commission. Unfortunately. a majority of the Commission dTd’ 
not agree. 

By comparison, the Companieswitness, Dr. Phillips, proposed proxy companies 
more closely related to CIWC. All of CIWC’s proxy companies are either operating water 
companies or the holding companies which own wmmon stock of water companies. 
Each proxy company meets two criteria: I. a stock rating of B+ or better, and 2. at least 
65% of its annual revenues are derived from water sales. Proposed Order at 30 (dated 
May 21, 1996). Dr. Phillips recommended an equity cost rate of Ii.25 56. Id. at 32. Dr. 
Phillips explained that his analysis took into account certain risks faced by the water 
industry in general and CIWC in particular. The entire water industry is faced with large 
expenditure requirementsdriven by more stringent state and federal regulations, such as 
the Safe Drinking Water Act, and the need to replace an aging intiastructure. Id. More 
importantly, he also took into account risks specific to CIWC. CIWC witness Cummings 
indicted in his testimony that, in addition to Safe Drinking WaterAct regulations, the 
Vermillion County Divisions water supply is especially subject to contamination from 
nitrates. In addition, he noted that two of the divisions have experienced large reductions 
in consumption mainfy due to the closing of two major-consumption users in 1996. Dr. 
Phillips not&these risks have resulted in a decline to the Company’s financial integrity. 

Staffs proxy group does not take these risk factors into account in determiningthe 
Cost of Common Equity. Electdc and gas utilities do not face all of these risks specific to 
the water industry. Because Staffs sample proxy group consists mainly of electric and 
gas companies, it cannot, and doas not, provide us with a proper proxy for ClWC.. 

While I generally agree with the outcome reached in this docket, I do not accept 
the decision of the majority to use Staffs sample proxy group in determining the Cost of 
Common Equity. The language proposed by the Hearing Examiners wnectlyfollowed 
CIWC’s recommended proxy group. The group consisted of comparable water 
companies with comparable risks and revenue sources. I believe we should have kept in 
the language and rejected Staffs proxy group as outdated and non-comparable. 
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STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

CERTIFICATE 

I, DONNA M. CATON, do hereby certify that I am Chief Clerk of the IllinOiS 
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ORDER ” 

8y the Commission: 

On July 11, 1997, Consumers Illinois Water Company (the “company” or 
“CIWCY) filed revised tariff sheets in which it proposed a general irmease in water and 
sewer rates to become effective August 25, 1997. The Company proposed increases 
in water rates for the Vermilion County, Kankakee, University Park and Oak Run 
Divisions, and an increase in sewer rates for the Woodhaven Division. The tariff 
sheets are identified as follows: Original Title Page and Original Sheet Nos. 1 
through 12, inclusive, of the Schedule of Rates for ~the Ve@j@n @unty Division 
(Ill. C.C. No. 31); First Revised Sheet No. 22 of the Rules, Regulatiis and Conditions 
of Service for the Vermilii County Division (Ill. CC. No. 10); Third Revi 
Third Revised Sheet Noa. 1 and 2, Fii Revised Sheet No. 3, Tt%@ 

.:pi 

Nos. 4 and 5 and Original Sheet Nos. 11 through 13 of the Schedule of Rates for the 
Kankakee Diision (III. C.C. No. 5); First Revised Title Page, Fourth Revised Sheet 
No. 1, Third Revised Sheet Nos. 2 and 3, Second Revised Sheet No. 4, Fii Revised 
Sheet No. 6 and Original Sheet Nos. 7 and 6 of the Schedule of Rates for the 
University Park-Water Diiision (Ill. C.C. No. 3); First Revised Sheet No. 6 of the Rules, 
Regulations and Conditions of Service for the University Park-Water Division (Ill. C.C. 
No. 4); First Revised Title Page, Third Revised Sheet Nos. 1 and 3 of the Schedule of 
Rates for the Oak Run Division (Ill. C.C. No. 24); First Revised Sheet No. 11 of the 
Rules, Regulations and Conditions of Service for the Oak Run Division (Ill. CC. 
No. 24); and First Revised Title Page, Third Revised Sheets Nos. 1 and 3 of the 
Schedule of Rates for the W&haven-Sewer Division (Ill. CC. No. 42). 

On July 36, 1997. the Commission suspended the proposed rates to and 
including December 7, 1997. On December 3, 1997, the Commission resuspended the 
rates to and including June 7, 1996. Petitions to intervene and/or appearances were 
filed on behalf of Devro-Teepak, Inc. (“Teepak”), the City of Danville (“City” or 
“Danville”), the Village of University Park, and the Woodhaven Association, which were 
granted by the Hearing Examiners. 
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In accordance with 63 Ill. Adm. Code 255, notice of the filing was posted in the 
Companys business offices and published in newspapers of general circulation in the 
areas affected by the filing. Notice of the proposed rate increase also was sent to eati 
affected customer with the first billing after the rate filing in acoordance with Section 
9-261 of the Public Utilities Aot (226 ILCS 6/9-201). 

Pursuant to notice, prehearing ConfeMCeS were held in-this matter before duly 
authorized Hearing Examiners at the Commission’s offices in Chicago, lllinois on 
September 11, 1997 and January 6, 1996. Evidentiary hearings were held in this 
matter on February 3,4, and 5,1996. At the hearings, the Company, Teepak, Danville 
and the Commission Staff (%afP’) appeared and were represented by counsel. At the 
hearings, the Company presented the testimony of seven wknesses: Craig M. 
Cummings; James R. Meurer; Daniel Olii Stefan R. Sattaq Gary L Seehawer; Dr. 
Charles Phillips; and John F. Guastella, Sr. The Staff presented the testimony of six 
witnesses: Steven R. Knepler, K Allen Griffy; David P. FuRngtoq Alan S. Pregozen; 
William R. Johnsan; and Terrie L;~ McDonald. The CiEy p 
Ralph Smith. Teapak presented the testimony of four wMes~!~ ’ 
Douglas K Cunningham; Buranapong Linwong; and Mark Niienthal. At the 
conclusion of the hearing on February 5, 1996. the record was marked “Heard and 
Taken.” 

Publii forums were held at University Park on December 2.1997; Kankekee on 
December 4, 1997; Danville on December 6, 1997; and Dalinda on December 16, 
1997. 1 :,’ ~,a” ~~,~,,bd,<~, ?. ,* ,_ . 

Allthepartiesfiledbriefsand/orreptybriefsexceptUMMsityPark Acopyof 
the Hearing Examiners Proposed order (‘Proposed Ordef) wss duly served on the 
part&s. Briefs and reply briefs were filed by CIWC, Staff and Danville. Exrzeptii and 
Replies to Exceptions were filed by CIWC and Staff. Danville filed a Brief on 
Exceptions. The excepttons will be discussed, where appropriate, thmughout the 
Order. 

1. SERVlCE AREAS AND NATURE OF OPERATlONS 

The Kankakee Division provides residential, commercial and industrial water 
service to a metropolitan area including the City of Kankakee, the Villages of Bradley, 
Bourbonnais and Aroma Park, the Shapiro State Hospital, the Illinois Diversatech 
Campus, Illinois Veterans’ Hospital east of Manteno, and unincorporated areas in the 
vicinity of these municipalities in Kankakee County. The population served by the 
Division is approximately 64,000. 

The Vermilion County Division provides residential, commercial, industrial and 
municipal water service, including fire protection, to customers located in the City of 
Danville, Village of Tilton and surrounding areas in Vermilion dounty. The Division 

2 
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provides whOleSale service to the Villages of Catlin and Westville. The Division serves 
a population of approximately 55,ooO. 

The University Park-Water Division serves a population of approximately 6,800 
in the Village of University Park and surrounding areas in Wtll County. The water 
service area is divided and served by two separate water distribution, production and 
storage systems. One system serves a predominantly residential po@ation in tha 
eastem portlon of the service area, and the.other serves a predomf&@&dustrtal 
area in the western portion of the service area, 

The Oak Run Division is located in Knox County approximately 10 miles from the 
City of Galesburg, and serves approximately 2,500 residential water customers water 
service is available to all I-, and metered service is provided to all permanent 
struclures. 

The Wood- Division is located in Lea County. The woodhaven 
Lake Development consists of approximately 6,150 camping lots end 38 commercial 
lots. The lots are for camping only as no permanent homes are allowed. Sewer service 
is available to approximately 5,300 lots. 

Il. OVERVlEW OF THE PROPOSED RATE INCREASE 

The rates filed at the outset of this proceedmg were designed to ‘produce an 
overall increase in annual revenues for the five Divisions of approximately 32,854,179. 
By Division, the increases were as fotlows: Vennilii County, $l,32#iw Kankakee, 
$1,152,CI65; University Park-Water, $133,599; Oak Run, $80,631; Woodhaver&ewer, 
$162,985. Durtng the course of the proceeding, the Company aocepted certain 
adjustments proposed by Staff and Danville to test yeer v and rate base. The 
Company also made an adjustment to revenues at present rates to reflect new 
Kankakee Division rates which became effective on November 20, 1997, pursuant to 
the Commission’s Order on Remand in Dockets 95-9387 and 954342 (Consolidated). 
As a result, the CIWC proposes that the Commission approve rates in this case 
designed to produce increases in annual revenues for each of the Divisions, as follows: 

Vermilion County 5 1,333,799 
Kankakee 848,002 
University Park-Water 128,355 
Oak Run 80,237 
Woodhaven-Sewer 152.567 

TOTAL $2,542,960 

The Company maintains that approval of these increases is essential. In recent 
years, CIWC has experienced declining sales, due to losses of ‘industrial customers, 
as well as other factors. In the Kankakee Division alone, for example, annual industrial 

3 
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sales have declined by. $191 ,ooO, or 15%, from the level refracted in that Division’s last 
rate order, Docket 954342. In the Vermilion County Division, the General Motors 
Foundry closed in October, 1996. resulting in an annual revenue loss of 5365,ooO. In 
University Park, NutraSweet ceased operations in July MS, rasutting in an annual 
ravenua loss of SS5,ClW. ClWC notes that. while sales and twanues have declined, 
each Division’s operating axpenses have continuad to incraas8. Pate bass also has 
continued to increase, due primarily to investment iftplantaddltlonsatldlmprovements 
which are necassary to permit the Company to continue to provide reliable and safe 
water sarvice. The Company points out that many of these additions and 
improvements have bean required to comply with increasingly stringent Safe Drinking 
Water Act regulatians. 

The Company indicates that the effect of this situation on its finandial condition 
has been devastating. During the period 1994 to 1996. its return on annmon equity fell 
from 11.50% to 5&I%, while its pre-tax interest m decltned from 2.2lIx to 1.85~ 
At those levels, tha Company indicates that it cannot attract the bng4afm debt and 
common equity necessary to finance plant additions on masombb temw. The 
Company maintains that its pra-tax interest coverage ratio should be in a range of 
2.25x to 3.75x to permit the attraction of long4enn debt on raasor&le terms. CIWC 
indicates that the proposed rate increases will produce a pm-tax interest coverage ratio 
of 3.23x on a pro forma basis. 

Ill. TESTYEAR 
; _ :.:* : :2. .j/ *:*,a> : ~~~,~,~~~~~,;;~ 

In this proceeding, &WC&&d an histo& test year ended December 31, 
1995, adjusted for changes which either oaxrred during that yaar or are raasonably 
certain to oaxr thmugh June 3Q199S. No party objected to the pmposed tast year, 
and the Commission condudes that the test year selected by the Company is 
appropriate for usa in this proceeding. 

Iv. RATE BASE 

A. lntroductlon 

During the course of the proceeding, Staff and Danville proposed a number of 
adjustments to the Company4 proposed rate base. CIWC aaxptad certain of these 
adjustments. In addition, Staff mcdiied certain of its proposed adjustments. As a 
result, the following rate base items are uncontested: 

:; 
3) 
4) 

The method of calculating cash working capital. 
The materials and supplies allowance. 
The unamortized deferred charges. 
The customer advances allowance. 

4 
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80th Staff and Danville have proposed various adjustments to rate base relating to 
plant in service and other items. As a result, the remaining contested issues affecting 
the calarlation of rate base are hereinafter discussed and include: (1) Staff’s proposal 
to exclude portions of CIWC’s adjustment for plant additions in the Vermilion County 
and Oak Run Divisions; and (2) Danville’s proposals for adjusting the Vermilion County 
Division’s rate base to reflect (i) deductions for Accrued Real Estate Tax Expense and 
FAS 106 accruals; and (ii) elimination of the Company’s adjustmemfor m 
Altematiie Minimum Taxes CAMT). 

me Commission has been very -In Its consideratii of the position of the 
parties concerning the disputed rate base adjustments. The conclusions reached by 
the Commission on these matters are a result of its careful review of the entire record, 
including the exceptions filed by the parties. Since the exrzeptions have already been 
considered, no changes to the Order are needed. 

B. Plant Ad&ions 

1. Background 

In this proceeding, the Company proposed that the December 31, 1996 plant-in- 
service balance ,~~for each of the five Divisions (along with all related rate base 
components) be adjusted to reflect changes reasonably certain to occur prior to 
June 30. 1998. CIWC s&sequently submkted an update of tha pmposed plant-in- 
service adjustment which limited the level of plant addiins for each Division to 
amountswhichwerealready”committ~aaofNovembet~vl $&&cts*ningS 
explained, the “committed” amount includes only funds which, as of November 21, 
1997, either ware already expended or the subject of then-aatablished contracts, work 
ordere or capital authorizations. 

5 

For three of the Companys Divisions, Kankakee, University .Park and 
Woodhaven-Sewer, there is no dispute with regard to the appropriate level of plant-in- 
servioe additions. For these Divisions, the Staff indicated its agreement with the levels 
of plant-in-service additions proposed by the Company. These levels of plant additions 
are reflected in the rate bases developed for the three Divisions by both the Company 
and Staff. For the Vermilion County and Oak Run Divisions, however, portions of the 
plant additions CWIC adjustments proposed remain in dispute. 

For Vermilion County and Oak Run, the Company proposed that plant additions 
in the amounts of $3.965347 and $75,319, respectively, be reflected in rate base. As 
Mr. Cummings indicated, ‘I. . there is no question that these projects will be in-SetViCe 
by June 30, 1998 for the Vermilion County Division.” Mr. Seehawer confirmed for the 
Oak Run Division that the “committed” plant-in-service balance would be placed In- 
service prior to June 30, 1998. For these Divisions, Staff proposes to reflect plant 

a additions in the amounts of $3,342,222 and 366,992, respectively. Accordingly, the 
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amounts of Staff’s proposed reductions to the level of plant additions are 3423,125 for 
Vermilion County and 38,237 for Oak Run. . 

2. Posltlon of the Company 

The Company disputes Mr. Griffys proposed adjustments which wnsist of two 
components. The first, for the Vermilion County Division, relaters to the puehase from 
the City of a water storage tank and related main. His propwed disallowawe of this 
project acwunts for 3287.000 of his proposed disalfowance of 3423,125 for the 
Vermilion County Division. The remaining $136,125 of Mr. Griffys proposed 
adjustment for Vermilion County and his proposed $5,237 adjustment for Oak Run will 
beseparately-. 

At the time of the scheduled update in this proceeding, the Company presented 
evidence with regard to the purchase by the Company from the City of a 5CtQ~ gallon 
elevatedstoragetankandarelatedwatermain. Theevld&iwe9pfainedthepumhase 
and indiited that a letter of intent with regard to the purchase had been signed. The 
evidence submitted by CIWC prior to the time of Mr. Griffy’s review in January 1993 
showed that the cost of this project is $287,CXN ($222,OW for the water tank and 
$65,000 for the related main). Also, prior to Mr. Grtffy’s review, ClWC provided him 
with a wpy of the unsigned purchase contract for the water tank and main, and 
presented evidence indicating that execution of the wntract was 
later on January 20, 1998. Finally, at the hearing in ~‘th& ma $, the ‘Company v 

ejjafewdays 

presented the final signed contract along with Ci .7932enactedon Jmwry m, 1998 m* authorljled em“s 

The Company sub&s that, even apart from the signed w&act, other evidence 
regarding the water tank purchase (all of which was in StafPs possession prior to its 
January review) wnfirms that purchase of the water tank is reasonably certain to occur. 
CIWC submits that this evidence (and the signed purohaw wnbwt) amply 
demonstrates a reasonable certainty that the purchase will take place. 

Mr. Griffy also proposes to disallow other projects in the Vermilion County 
Division in the amount of $136,125 and projects in the Oak Run Division in the amount 
of 36,237. Mr. Cummings explained that the Company’s planned construction consists 
only of projects whii, in the opinion of management, are required to maintain quality 
service and/or comply with applicable regulations. Accordingly, Mr. Cummings 
indicated that there is a high correlation between planned wnstruction and actual 
construction completion. CIWC has provided evidence which shows, for the years 
1994 to 1996, actual construction expenditures were at 124% of the initially planned 
levels due to the Company’s careful analysis and multiple-step process in determining 
approval for the construction of additions. 

The Company cites the Commission’s rules and well-established practices in 
support of its position. Mr. Cummings argued that the Commission’s Adjustment Rule 

6 
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a (83 Ill. pdm. Code23515Qe)) indicates expressly that a utility may propose 
adjustments for significant changes raasonably certain to occur within 12 months of the 
time that tariffs are filed. Under the Rule, as stated by the Commission in Inter-State 
Water Company, Dockat 944270, Order at 12 (Apr. 21.1995): 

. the Commissions consistent approach to histortcal test years has 
beerltoinclucleinratebasethoseprpjectswhiiare~tobe@ 
serviceatorabartthedateoftheratecnder. 

The Company notes that ths Adjustment Rule does not require absok& 
certainty. Instead, the Rule makes reference to “estimated or calwlat& itams and to 
items which are Yeasonably certain to occur.” The CommMon wnfmnad ln Inter- 
State Water Company, Docket 854166, Order at 3 (Feb. 2S,l99S), that: 

[nleither Part 295.150 nor the Order in Docket S5XUt56 indicate that pro 
formaadjustmsntsshouldbedisallowadmerelybwauwthayare~on 
something less than absolute certainty . . . . Rather, adjMme& should be 
allowed where they reflect significant changas reasonably anticipated to 
occur. 

The Company maintains that the evidence amply damonstrates that tha plant 

fa 
items which are the subject of Mr. Griffy’s adjustment are pruda@..apprwdate and 
reasonably wrtam to be in-service prior to June 3gl999. 

3. st8ffPosition 

In support of the propwed adjustments, Staff witness Griffy suggested that the 
plant additions at issue ara not rvKmn and measurable.” He indiies that, at tha time 
of his review in January, 1995, the amounts which are the subject of his adpJ&nents 
werenotsupportedby’written-, purchase orderq, job orders or invokes...’ He 
maintains that items supported solely by capital aMowatiis are not “known and 
measurable” and themfore should be disallowed. He argues that while capital 
authorizations represant funds that the Company has set aside for wmplation of plant 
addition projec%, they are not suffrrient proof of actual projwt expendituras because 
the wmpletion costs may total more or less than the amount authorized. 

He also argued that this typa of plant addition expenditure evidence needs to be 
presented “early enough in the process for Staff to have ample time to review it. .‘I 
In this regard, Staff makes references to the Order in Consumers Illinois Water 
Company, Dockets 934253B3-0393 (Cons.). In that Order the Commission 
disallowed costs for which a contract was presented three days prior to the hearings 
out of an express wncarn for ensuring fairness in the proceedings. 

7 
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4. Company Rssponsa 

The Company maintains that the Order in Dockets 934253 and93-CUX3 is 
inapposite. In that proceeding, a new project not contemplated at the tima of the 
utility’s direct case (or scheduled update) came to liiht during tha ~L#B?J of the 
proceeding. CIWC notes that cost of the project was in and of itself several times 
higher than tha entire amount of the utility’s initiily pmposed plant-kt-serviw 
adjustment Moreover, CIWC notes that, in language omitted by Staff from the 
quotation of the Order set forth in its Brief, the Commission noted that the cost of the 
new project ‘Ylwtuated widely” during the course of the prweeding. In light of this, the 
Commisskm in other language which Staff omits indicatea that Staff and interested 
partiesinthatproceedkrgdidnothaveanadequateopportonity~reviewtheproposed 
adjustmentendpreperetheircase. 

Tha Company maintains that the situation in this prowedii is nothtt like that 
inDockets-. CtWCrtotesth&inthisoasez (f)theproj&atissue 
was fidy described in evkienw submiied in acwrdance with the established schedule; 
(ii) the wst of the project is a wmponent of the plant-in-service &@tment proposed in 
accordance with the schedule; (iii) there has been no cost fluctuation; and (ii) accurate 
information regarding the project, including cost data and a wpy of the purchase 
contract, were provided to Staff prior to its review. Moreover, the Company indicates 
that, in thii case, Staff does not describe any hardship or problem of any kind which 
resulted from the fact that the final signed contract (whii merety wnfkmed exactly 
what ths prior evidence indicated) was available shortly ,after+ Staff% review. 

5. Commission Conclusion 

The Commission wnctudes that Staffs proposed adjustments to reduce the 
levels of the plant-in-servtce adjustments proposed by the Company for the Vermilion 
County and Oak Run Dii should be rejected. The evidence demonstrates a 
reasonable certainty that plant additions at least in the amount proposed by the 
Company will be complete and in-service at or about the time of the Commission’s 
Order in this case, and within 12 months of the date on which the proposed rates were 
filed. For the reasons given by CIWC, the Commission wrxludes that in the Order in 
Dockets 924X53/ 934Xl3 is inapposite to the present case. For these reasons, the 
levels of plant additions proposed by CIWC for the Vermilion County and Oak Run 
Divisions should be reflected in rates. 

C. Plant Addltions-Relatsd Adjustments 

As indicated above, Staffs proposed income ~statements and rate bases for the 
Vermilion County and Oak Run Divisions should be modified to reflect the full amount 
of the plant-in-service adjustments proposed by the Company. In connection with these 
modifications, the Commission notes that corresponding adjustments also should be 
made to the levels of depreciation expense, accumulated reserve for depreciation and 

a 

a 



l 

A 

97-0351 

accumulated deferred federal and state income tax (‘ADIT) reserves, and capitalized 
incentive compensation. The levels proposed by CIWC for these items are reasonable 
and should be accepted. 

D. Cash Working Capital and Accrued Real Estate Taxes 

1. Posltlana &the Partles 

The Company and Staff agreed on the method of calculating each Division’s 
ells for cash working capital. Both used the “one-eighth” formula method, under 
whii the total pro forma level of operating expense (as adjusted to remove certain 
non-cash items, rate case expense, and real estate tax expert%) is multiplied by one- 
eighth, representing a 454ay lag between the time that expenses areincunedandthe 
time that revenues to cover those expenses are received. The difference between their 
positions regarding the amount of each Division’s cash working abwance was 
attributable only to dices in the levels of operation and mai&inance (433$X) 
cucpense. 

Danville witness Smith proposed an adjustment to deduct the test year average 
balance of Accrued Real Estate Taxes, in the amount of $197,207, from the Vermilion 
County Division’s rate base. In support of his proposal, he asserted that these taxes 
represent a liability that is “funded” by ratepayers. Danville argued that the Company 
and ,Staff approach of deducting real estate tax expense from the test year level of 
O&M expense to which the cash working capital formula is appt@d fags to give 
ratepayers adequate “credit for the amount of funds they are providing to the Company 
in advance of the Companys payment of such real estate tax expense”. 

In response to Danville’s proposed adjustment, Mr. Maurer testified that the 
balance of Accrued Real Estate Taxes at any~point in time represents the balance of 
real estate taxes which have been accrued as an expense, but which have not yet been 
paid to the taxing authority, at that time. He also testified that real estate taxes are paid 
in the year following the year in which the liability for such taxes is incurred. 
Accordingly, there is no cash working capital requirement associated with such taxes. 
For this reason, as indicated above, both the Company and Staff subtracted the full 
amount of the pro forma test year level of real estate tax expense from the level of test 
year O&M expenses to which the cash working capital formula is applied. 

Mr. Maurer testified that such an approach (i) gives full recognition, to the fact 
that real estate taxes are paid in arrears and (ii) was approved by the Commission 1” 
the most recent rate case involving CIWC, Docket 95-0941 and in the case of @!Z 
State Water Company, Docket 94-0270. Mr. Maurer also testified that DanVille’S 
proposal to subtract the entire test-year average balance of Acaued Real Estate Taxes 
from rate base is inconsistent with the use of the one-eighth formula method for 
calculating cash working capital and, as a result, understates the Company’s cash 
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working capital requirements. For these reasons, the Company asserts that Mr. 
Smith’s proposed rate base adjustment is inappropriate and unnecessary. 

2. Commisslon Conclusion 

The Commission concludes that Danville’s proposal to deduct the test yew 
balence of Acuued Real Estate Taxes from the Vermttii County Diii rate base 
should be rejected. The evidence shows that the Company and Staff approaoh of 
deducting the test- year level of real estate tax expense from the test year level of 
expenses to which the “one-eighth” cash working capital formula is applied gives 
ratepayerscfeditforthefactthattheeetaxesarepaidin~ The~al~ 
shows that Datdle’s pmposal to subtract the entire test-year balance of kcrued Real 
E-state Tax Expense is inoonsistent with the use of the m form& and would, if 
adopted, understate CIWC’s cash working capital requimment. In this regard, the 
Commission agrees that, if Danville’s proposal were to be adopted, m would 

~~thatoffsettingratebaseadjustmentsbe~deto~the~~~ng 
capital requirements with respect to items such as prepayments, unamortized rate cage 
expense and interest payments. Based on the evidence, the Commission fir& that the 
approach proposed by the Company and Staff, which was approved in Docket 95-0641, 
is more consistent with the purpose of the formula method than the approach proposed 
by the City. 

E. FAS 106 AccNals 

1. Positions of the Perties 

FAS 106 requires the Company to reflect on its booke an annual acuual of costs 
associated with its future obligation to provide post-retirement benefits other than 
pensions. The Company implemented FAS 108 on January 1,1993. In accordance 
with Commission policy, the pro forma test-year level of operating expenses for each 
Division, as proposed by both the Company and Staff, includes an allowance for that 
Division’s allocable share of CtWC’s 1997 FAS 106 expense accrual, developed on the 
basis of an actuarial study. 

In his direct testimony, Danville witness Smith proposed an adjustment to deduct 
from the Vermilion County Division’s rate base an amount which, he claimed, 
represents “unfunded’ FAS 106 accrual amounts (net of associated ADIT) accumulated 
from 1993 through June 30, 1998. At the hearing held on February 4, 1998, he 
presented a revised adjustment of $97,269 which, he claimed, was calculated lo 
exclude amounts improperly included in his original adjustment, i&, amounts accrued 
prior to April 25, 1995, when rates reflecting recovery of FAS 106 costs became 
effective in Do&et 94-0270. In support of his position that a rate base deductIon 
should be made, Mr. Smith argued that the Company and Staff approach will depnve 
ratepayers of rate base benefits/deductions to which they would have been entitled 11 a 
funding approach had been utilized in the Company’s last rate case. 
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In response to Danville’s proposed adjustment, the Company pointed out that 
the Commission has consistently recognized that no rate base deduction for FAS 108 
accruals is appropriate for a utility which has established a vehicle to fund such 
accruals. Central Illinois Public Service Comoany, Docket 91-0193 at 6163 (March 18, 
1992); j-y, Docket 92-0116 at 44 (Fe&. 9, 1993). 
Mr. Maurer testified that, effective July 1, 1997, Consumers Water Company 
(“Consumers”) and its affiliated companies (including ,ClWC) ,en+red into a Voluntary 
Employees Beneficiary Association (VEBA) Trust Agreement with Fleet Bank of Maine, 
as a means of funding FAS 106 accruals. He also testified that the full amount of the 
1997 FAS 108 accrual was funded in December 1997 and that the entire amount of 
ClWC’s FAS 108 liabilities, reflecting expense accruals, net.pf payouts, since 1993, will 
befundedthroughtheVE6AtrustinaccordancewithIRSreqLlirements TheCompany 
indicated that, for thii reason, the rate bases proposed by tha Company and Staff 
reflect no deduction for FAS 106 costs. Thus, the Company contends that Danville’s 
proposed adjustment calculation which is based on the erroneous assumption that no 
fundingofFAs106accrualshasocarrred,orwillocarris~ 

Mr. Maurer testified that the calculation of Danville’s proposed adjustment also is 
flawed because: (i) it was based on annual accrual amounts which exceed the amount 
of the annual FAS 106 expense accrual actually allowed in the last rate case for the 
Vermilion County ,Division, Docket 94-0270 and (ii)failed to’, property reflect an 
offsetting ADIT adjustment. The Company contends that ratepayers have not been 
“depriv&~of any benefiis to which they are entitled. CIWC atso ‘asserts that & of its 
FAS 106 accruals “that have occurred since the last case” either have been, or will be. 
fundd through the’VEBA trust Accordingly, auch&&rals do 4$& asource 
of “ratepayer-supplied capital” and ratepayers are not entitled to the benefit of a rate 
base deduction for purposes of establishing rates in this case. The Company also 
contended that Danvilte’s suggestion that a rate base deduction should be made in 
order to compensate ratepayers for benefits of which they were allegedly “deprived” in 
the past violates the rule against retroactive ratemaking. 

2. Commission Conclusion 

The Commission finds that Danville’s proposed adjustment to deduct FAS 106 
accrual amounts from rate base in the Vermilion County Division is unsupported by the 
evidence and should be rejected. Danville’s proposal is based on the assumption that 
the FAS 108 accruals it seeks to deduct are “unfunded.” As the evidence summarized 
above demonstrates, this assumption is wrong. The Company has established a VEBA 
trust to fund all FAS 108 accruals. The full amount of the 1997 accrual was funded in 
December 1997. In accordance with IRS regulations, the entire amount ofClWc’s FAS 
106 liability accrued since 1993 will be funded through the VEBA trust. These fact9 
were not disputed in the record. Consistent with well-established Commission policy. 
therefore, no rate base deduction should be made for FAS 108 costs. The evidence 
also shows that the calculation of Danville’s proposed adjustment is in error because It 
(i) erroneously assumed that no funding of FAS 108 accruals through June 30, 1998 
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has occurred; (ii) is bawd on annual aaxual amounts which excead the amount of the ’ 
annual FAS 108 expanse accrual allowed in the rates approved in Do&et 94-0270; and e 
(iii) fails ta reflect an appropriate offsetting ADIT adjustment. For the reasons 
discussed by tha Company, the Commission concludes that thare is no bagis for 
Danvilla’s arguments. ,!r; % 

P. Defermd Incoflle Taxes-AM 

1. Positions of the Parties 
w 

CIWC mada an adjustment tom the Vermilion Cwnty Diiun’s test-year 
ADlf balance by $34,848, to reflect an &catii of the 1991,1993 and 1994 accrued 
AMTt0thdDiiSlOrl. Mr.lJkrwertestifiedthatthiiadjustmentis~bacause~ 
refle& a net increase in currant federal incoma tax liability incurred as a result of a 
redudKwr in asset-based tax depreciation al 
This increased liabilii ia the resutt of a tiiing 
Cornpany%booksinadafenaddebittaxaccount 
(as are deferred debit taxes on CtAC worded within the same garteral ledger account 
sequence) pursuant to the 83 Ill. Adm. Code 605, Uniform System of Accounts for 
Water utilities. 

Danville witness S 
in the Vermilion County 
suggested that CIWc’s adjustment ia * 
balanceofAMT’hasnot 
County Division”. In response, 
was not included in prior rate filings involving the Vermilion County Division due to an 
ovarsight. The Commission, however, has altowed the AMT tax liabilii as a rate base 
adjustment in CIWC’s two most recent rate cases, Dockets95-0307/954342 and 
Docket95-0841. 

Mr. Smith also asserted that, because the AMT amounts reflected in the 
Company% adjustment relate to years prior to the 1995 merger of CIWC and Inter-State 
Water Company (“Interstate”) (which became the Vermilion County Division), “none of 
this pre-merger AMT applies to the Vermilion County Division”. In response, the 
Company states that the 1995 merger of Interstate and CIWC into a single subsidiary 
has no bearing whatsoever on the appropriateness of the Company’s proposed 
adjustment. 

2. Commission Conclusion 
&+ 

LA-9 

The Commission finds that the Company’s adjustmentto wkrce the Vermilion 
County Division test year balance of ADIT by $34,849 to reflact accrued AMT is 
supported by the evidence and should be approved. The evidence shows that from 
1990 to 1994, Interstate (which become Vsrmilion County Division from the 1995 * 
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a merger with CIWC) incurred a net AMT liability of $37.068, an amount greater than tha 
amount of AMT allocated to the Vermilion County Division in this filing. The 
Commission finds that CIWC’s adjustment is appropriate for ratamaking purposes. The 
evidence shows that the adjustment is necessary its reflect a nat increasa in the 
Company+ currant federal income tax IiabiNy as a result of redu@n &I aaa&m 
depreciation in determining AMT taxable income. The &mm&&n approved similar 
adjustmants in CIWC’s last two rate cases, Dockets 9543g7M2 (@nkakaa and 
University Park-Sawer Divisions) and Docket QS4S41 (Candiewidc Sawr Division). 
Danville has not idantifad a valid basis for treating the accrued AMT allocable to the 
Vermilion County Diiision differently than the accrued AMT allocabla to the Company’s 
other operating Divisions. 

V. OPERATING EXPENSES AND INCOME 

A. Introduction 

The Company selacted an historical test year ending December 31, 1996, with 
adjustments to reflect significant changes to operating expenses which have occurred 
or are reasonably cartain to occur through June 30.1998 for each Division. During the 
Course of the proceading, Staff proposed a number of adjutmmb to the Company’s 
test- yaar~operating incoma statements. CIWC ~has abceptad cartain of StafPs 

<a 
proposad adjustments. In addition, Staff has withdrawn .certqjn@&~ pfgpb%d 
adjustments and modiiad others in response to evidence presented by CtWC. As a 
result, tha following items of the operating incoma ata 
betwan the Company and Staff: wages and salaries 
debt expanse; accountii expanse; advertising M property and liability 
insurance axpense; dues expense; charitable arntributions; w taxes; tank 
painting expense; lease expense; and gross revanue umvaraion fador. 

Tha only isauas involvii tha operating incoma sMmenls lhat ramah in, 
dispute betwean the Company and Staff are those related to Staffs proposals to 
(i) disallow test year incentive compensation expanse, early retirement expanse and 
relocation expense; (ii) disallow the Company’s adjustment to reflact increases in real 
estate tax expanse accruals during 1997; (iii) use a four-year, rather than a three-year. 
amortization period for rate case expense in the Kankakee Division; and (IV) disallow 
depreciation expense on certain plant additions in the Vermilion County and Oak Run 
Divisions. 

In this proceeding, the Company accepted certain adjustments proposed by Mr. 
Smith, which duplicated adjustments proposed by Staff. CIWC also accepted his 
proposed adjustment to early retirement expense to reflect a thrae-year amortization 
period. The operating income statement issues which remain in dispute between the 

0 
Company and Danville involve the latter’s proposals to (i) disallow CIWc’s proposed 
adjustment for an increase in the Vermilion County Division’s real estate tax expanse 
accrual during 1997; (ii) reduce the allowed amount of relocation expense in the i.~ 
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Vermilion County Division; (iii) disallow the Vermilion County Division’s test yeer levels 
of incentive compensation expense and Total Quality Management (‘~QM”) employee 
training costs; (ii) disallav depreciation expense associated with a main extension 
project; (v) disallow a portion of the actual 1997 wage and satary inaeases in the 
Vermilion County Division; and (vi)di&ow the labor and letmr-&ate&‘ej(penses 
associated with certain employees in the Vermilion County Diision. Ir 

’ theCommissionhasbeenverythwwghinitsconsideretiondthepositionof 
the parties concerning the disputed operating expenses and inoome adjustments. The 
conciuslons raached by tha Commission on thasa mattafs are a result of ite careful 
review of the entire record, including the exceptions filed by the parties Only those 
changes regarding Incentive Compensation are required as a result of reviewing the 
exceptions. 

B. lncentiveCompeneationExpenae 

1. Positions of the Parties 

The Company offers an incentive compensation plan to each non-union 
employee and for union employees whose contract calls for apptii of the plan. 
The purpose of the program is to promote cost Auction, maximize efficiency, and 
improve performance. TheC~Sincentive~planira~uponthe 
achievement of three preestablished goats or pedormam measures. The goals are 
assigned a weighting or 
compansatiiexpanselIl 
or performance me~ulures end assigned weighMg am it) team gods, 4096; 2) 
corporate earnings, 20%; and 30 locel earnings, 40%. The Company is seeking 
incentive compensatiori related to its team goals and corporate earnings components; it 
is not seeking recoveq related to the third component, local earnings. According to a 
Company witness, this proposal is consistent with the &antive compensation plan 
approved by the Commission for Illinois-American Water Company in Docket 97X)102. 

For 1997, the Company antiipates that employees wilt receive 572,OOtI in 
incentive compensation based on 100% achievement of the operational and 
performance team targets and parent company financial performance goal. Of this 
amount, $57,000 is anticipated to be expensed and $14,4OtY capitalized. The pro forma 
level of incentii compensation expense for each Division reflects that Division’s 
allocable share of the 1997 expense level of $57,000 This amount does not include 
costs for that component of the incentive compensation plan related to meeting CIWc’s 
financial performance goal. Furthermore, because this rate case involves Only five Of 
the Company’s eleven operating divisions, the total amount of pro forma incentive 
compensation expense proposed for allowance in this case is.$44,929. 

Mr. Maurer testified that, based on past experience, there is a high degree of 
certainty that the proposed incentive compensation levels actually will be paid. He 
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stated that the Company implemented the current incentive compensation program in 
1995 and incurred expenses of $86,478 and S44,835 in 1995 and 1998, respectively. 
ClWC also incurred incentive compensation expense under the prior program in 1994. 
Actual 1997 data indicate that the parent company’s earnings will exceed the 1997 
corporate earnings target by approximately S.03 per ahare. h&.Maurer also opined 
that the Company is likely to achieve 100% of the 1997 operational and pedormance 
target component CJWC, therefore, contends that its pmposedallowaooe forincentive 
compensation expense is fully supported by the record. ‘. 

Staff witness Knepler argued that incentive compensation costs (includii those 
associated with the team goals) should be disallowed in their entirety. In support of his 
position, he argued that the Company failed tosuppoct ita proposed ad@&mnt for 
incentive compensation expense. Mr. Knepler also objected to the inclusion of the 
team targets because he argued that they lack merit. Staff contended that an incentive 
compensation plan should contribute directly to customer service, water quality. service 
reliabilii and customer inquiries, Furthermore, StaffafguedthatNeeet6dthe17 
team targets are dedicated to financial success of Consumera, not t0 cost reductions 
nor to efforts to maximize efficiency or improve performance. When these 8 financially 
oriented team targets are combined with the remaining two components of the 
Consumers incentive compensation plan (i.e. the 20% Corporate Earnings and 40% 
Local Earnings performance measures), the result is a plan which is skewad toward ,.; 
financial performance, not operational efficiencies. Staff also argued that the sgoring of 
team targets is resuttsoriented. *: . ~, x 

In response Mr. h#aurer testified that achievcRm#t 
to deliver cost savings ideas and information, and lead 
which will benefti both the Company and its customers. 
criticisms regarding the team tergets are unfounded and re 
attempt by Staff and Danville to substitute their judgment for that of CIWc’s 
management regarding the appropriate means of setting empfoyee compensation. 
Mr. Maurer also testified that, while it is conceivable that, in any given year, the amOUnt 
of incentive compensation cost may be above or below the amount reflected in rates in 
a rate proceeding, this does not mean that such costs should be disregarded for 
ratemaking purposes. 

Staff witness Knepler opposed the recovery of incentive compensation expense 
related to the earnings because it is an inappropriate component. The recovery of 
incentive compensation related to the corporate earnings goal relies or? circular 
reasoning; i.e., the larger the rate increase granted, the more success CIWC ,wrll have 
in achieving its earnings goals, and thus, enhance its ability to award lncentlve 
compensation. Furthermore, as in the case of CIWC’s incentive plan, where ‘tocat 
earnings’ contribute directly to ‘corgorate earnings,” there is no logical reason why one 
earnings factor should be included and the other excluded. Although the Company 1s 
not requesting recovery related to the local earnings factor, the impact cannot be 
considered in isolation because local earnings contribute directly to corporate eamrngs 
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Staff argued that an incentive wmpansatii plan should wnbibute dire& to customer 
serviw;water quality, service reliability, and customer inquiries. Furthermora, the 
suwass of at least 6 ‘team goals” is primarily d&icated to the financial wss of the 
Company (not customar service, water quality, service reliability, and customer 
inquiries). Certain Warn goaW axnrbute directly@ the uwpomte earnings 
wmponent; local earnings contribute diradtly to the wrporata eamirtgs wmponent; all 
ofwhichwntributetothe suwass of CIWCs incantive wfwwwbw 
common thread running through the three incentive wmpww9w AX 
the financial sucwss df tha Company. Tha earnings oomponent of CIWC incentive 
wmpensation plan is an inappropriate wmpwant and shdukt be cfanied recovery. 

Mr. Smith pmposed disallowing incentive m expanse for tha 
Vermilion County DiMsion on tha grounds that such enpansa wptwwts paymants 
made to employees “ii axcass of normal salaries.” He also asswtad that “benefits 
generated by any lmprovad afficiencies that lead td bonuses WC& flow to 
shamddm during the period betwasn rate cases.” Mr&fniU~ atsw f argued@@tthe 
Commission has previwsly “disallowad CIWC’s incantlva wmwwawn expanw.” 

In response to Mr. Smiths arguments, tha Company notes that in Dockets 95- 
03077954S42, CIWC propwed to include in rates amounts which reflacted a thraa- 
year amortization of the level of costs which it projected it would incur in 1995, the first 
year df the currant incantii compensation program, for tha 
Univarsity Park&war Diisiona. 

Kanl+a Water and 
In its Order in that casaffhe CommMon wncludad 

that ,the proposed level of incentive compensation axpense should be disallowed in 
light oftha%ndartaintyefatmual expense”.%#Id%ckQf *mat 25. 
As previousiy discussad. however, the Company now has a “payment history” under its 
currant incentive compensation program. ClWC asserts that the proposed level of 
incentive wmpansation axpansa in this proceading is SuppoMd by its hiitorical pattern 
of paying incentive wmpansatidn costs, the likelihood that tha incentive compensation 
goals will ba achieved. and the nature of the ratepayar benefb which will acwua as 

The Commission finds that the allowan& fo;‘in&tive compensation expenses 
proposed by the Company in this case is fully supported by tha evidence and should be 
approved. The evidence summarized above demonstrates that CIWC’s proposed 
allowance for incentive compensation expense is consistent with the Commission Order 
in Illinois-American, Docket 97-0102 and with the Commission’s decision in NI-Gas, 
Docket 95-0219. The evidence shows that the level of incentive compensation 
expanse proposed in this proceedings is supported by CIWc’s historical pattern of 
paying incantive compensation costs, the likelihood that the incentive compensation 
goals will be achieved and the nature of the ratepayer benefits which will accrue as 
those goals are achieved. 
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A portion of the normal compensation for each employee covered by the 
incentive compensation plan is tied directly to the achievement of goals which are 
designed to lead to improvements in service, as well as to cost savings. Accordingly, 
ratepayers can only benefit from the incentive compensation program. 

The evidence shows that compensation provided to CIWC employees (including 
k&n&e wmpansation) is masombb and in accord with pmvailii standards in the 
water industry and in the communities in which CIWC operates. TtteRI is nothing in 
the record that would reasonably suggest that the Compenys management of the 
incentiie compensation program, or the costs incurred for that program, are in any way 
imprudent. Accordingly, CIWC’s proposed allowance for incentive compensation 
expense should be allowed in full. In this Order, Staff’s aknvmces for incentive 
compensation. for simplicity, merely have been reversed, even though Staff had to 
adjust against Salaries and Wages for some Divisions and against Employee Benefits 
for other Divisions. Corresponding addiiions to plant additions and depreciation 
expense stem from tha portions of the incentive wmpenwgon to be cepitalii. 

C. Early Retiramant Expense 

1. Position of the Patties 

In 1996, CIWC incurred costs (pension annuity and health insuwnce.premium) 
associated with the early retirement of its former President, Chades H. Smith. The 
Company proposes to recover S33,ooO of the total early retirement expense, over a 
three-year amottiiion period, from the five Divisior#, included in m$s proceeding. 
CIWC contends that its proposal is~ supported by past Commission Orders which 
recognize that early retirement costs are a normal operating expense and should, 
therefore, be recoverable through rates. Commonwealth Edison, Docket 94-0065 (Jan. 
9, 1995), Illinois Powec, Docket89-0276, Order at 120-21 (June 6. 1990). and m 
w Docket91-0147 (Feb. 11,1992). 

Mr. Maurer testified that in connection with Mr. Smiths early retirement, the 
Company arranged for his availability to consult with present management on matters 
where his knowledge and experience will be helpful. He opined that the Company and 
its customers will benefti from Mr. Smiths availability in this regard. Mr. Maurer also 
testified that the ability to provide early retirement benefits in appropriate 
circumstances such as this is an important tool in retaining and maintaining a quality 
work force. 2. 

Mr. Knepler proposed that the expense be disallowed, arguing that this is a non- 
recurring operating expense of the Company, and as such it does not result in any 
benefits to ratepayers which is recognizable for recovery by the Company. Moreover. 
he argued that recovery of this expense would in fact result in detriment to the 
ratepayers as the early retirement expense duplicates the current President’s salary 
and benefits resulting in double billing to the ratepayers without corresponding 

17 



974351 

benefits. He asserted that the decisions in Commonwealth Edison and Illinois Power 
are distinguishable from this case. In those cases, the Commission approved the early a 
retirement expense due to the fact that the early retirement produced a permanent 
reduction in workforce. Staff has argued that no permanent woddome reduction has 
occurred from the early retirement of Charles Smith in this case. 

Mr. Mauref testified, and Mr. Knepler acknuetedged, that the pro fort@ test-year 
level of wmpensation for the current President is St6,692 less than the 1998 salary of 
the now ratirad President. However, the Staff argues that this reason alone should 
neither preclude ratepayers from enjoying and receiving the 
reduction, patt~b~;;~n~~~~~ 

The Commission finds that the Company’s 
associatedwiththeeadyretirementofitsfonnafPreak&&Mr.CharleaH:Smith. 
should be disallowed. We reject its argument that the recovery of this expense is fully 
supported by the record and by the past Commission ordera which allowed recovery of 
early retirement costs. Commonwealth Edison, Docket%Otl85 (January 9, 1995); 
Illinois Pm Docket 896276, Order at 12621 (June6, 1990); Illinois Power, 
Docket 91-0147 (February 11.1992). Staff has, correctly distinguished those decisions, 
and correctly argued that the early retirement expense et issue in this.case duplicates 
the~salary and benefits of the Company’s current President. 

I’ 
0. RelocationExpanee ~~ . 

1. Posftions of the Parties 

During 1996, the Company incurred S49,ooO of costs in conne&n with the 
relocation of its new President, Mr. Rakocy, to the Kankakee area. ClWC proposes 
that each Division’s allocable share of this cost be amortized over a three-year period. 
It noted that the proposed adjustment is supported by Inter-stat@, Docket 94-9270, 
Order at 20-21. in which the Commission allowed recovery of post-test year relocation 
costs for a new operations manager in the Vermilion County Division over a three-year 
amortization period. 

Staff witness Fullington proposed that the relocation expense be disallowed on 
the grounds that this is not a recurring expense. He argued that there was not 

sufficient evidence in the record to substantiate that this was a normal Operating 
expense. Furthermore, he proposed that the relocation expense be disallowed on the 
grounds that this is not a test year expense, as it was incurred in 1997. He also argued 
that there was no evidence to show that this expense was known or incurred in the 
1998 test year. 
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In response, Mr. Maurer testified that relocation expense is regularly incurred by 
the Company in connection with various employees, not just the President. Mr. Maurer 
also noted that the Company property accrued the relocation expense in 1996. He 
stated that under Financial Accounting Standards Board Statement No. 5 (“FASB 5”) 
an expense which is not directly related to operations or sates in a particular year must 
ba accrued in the year in i&ich it becomes known, irrespective of when cash payments 
reMted to the expense are made. He suggested that since, in this case, the fad that 
Mr. Rakocy would relocate to Kainkakee as the Company’s new President became 
known in 1998, it was also known in that year that CIWC would be required to incur 
relocation costs. For this reason, the Company argues that the relocation costs were 
properly recorded as an expense in 1996. 

In response to this argument, the Staff contends that CIWCs relocation expense 
liability which could be recognized under FASB would not have owurred until the 
services were rendered in 1997. given the definition of the word ‘liability’ in the 
Statement of Fiial Accounting Concepts NO. 6. Staff point0 out that under this 
definition, a liability is a present obligation for a future economic sacrifice resulting from 
a past transaction or event. Staff argues that the event triggering the obligation must 
have occurred in order for the liability to be incurred, and in this case the liability did 
not occur until tha relocation had taken place. 

The Company also points out that even if the relocation expense is viewed as an 
‘out -of- perid expanse, tha proposad amortization remains ~appropiiate because the 
Adjustment Rule permits pro forq adjustments for “all known and measu&N changes 
in the operating results of the teat year,’ in&ding chaftgee%aeo@#wrtain% occur 
subsequent to the selected teat year within 12 months from the Ming of the tariffs.’ The 
Staff contends that the Company’s reliance on the Adjustment Rule is unfounded since 
this rule explicitly requires that the ‘known and measurabl# change be incurred in the 
test year. Staff argues that there was no evidence in the record to show that this 
adjustmentocwrredinl996nof waeknownandmeasurabteinl996. 

Mr. Fullington proposed that, if the Commission altows recovery of relocation 
expense, the expense should be amortized according to the amortization period 
approved for rate case expense in each Division. In opposing this proposal. 
Mr. Maurer testified that rate case expense should be amortized over the expected life 
of the rates established in a proceeding. Relocation expense, on the other hand. 
should be amortized over a period which is representative of the frequency of 
occurrence of that expense. Mr. Maurer opined that three years is a reasonable 
amortization period for relocation expense. 

Danville witness Smith proposed an adjustment to reduce the amount of 
relocation expense allocated to the Vermilion County Division by $3,839, based on hrs 
assumption that the total amount being amortized includes a ‘bridge loan” of $59.509 
In response, Mr. Maurer testified that the bridge loan was repaid by Mr. Rakocy In 
March 1997, and the relocation expense accrual was reduced at that time to reflect only 
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appropriate relocation items, such as moving and travel costs. Accordingly, he 
indicated that the amount which the Company proposes to amortize does not reflect the 
“bridge loan”. 

Mr. Smith also proposed that, if eny amount greater than $8,878 is included in 
allowed relocation expense, the amortization period should be 15 years based on the 
projected retirement date of the company’s new President. tn response, Mr. Meurer 
testified that the three-year amortkation period proposed by the Company in this case 
is (i)representative of the expected frequency of this type of expsnse and 
(ii) consistent with the Order in Docket 94-0270, in which the retocation costs incurred 
by the Vermilion County Division were allowed in rates through a three year 
amortization adjustment. 

2. Comrnieeion Conclusion 

The commission concludes that steffs propose~!to 
expense at issue in this ease on the grounds that rekation eqenses are “non- 
recurring . and that they were incurred outside of the test-year period should be 
rejected. The Staffs argument that this expense .should be disallowed because it is 
incurred on an irregular basis is directly contrary to our decision regarding relocation 
,,.expense in Docket 94-0270. Staffs argument that the retocetion expense should be 
disallowed because it was not incursed until 1997 must also ~&eoted. pi The 
Commission finds that the Company% adjustment 
relocation expense would be appropriate, under the 
deemed to be el~%ut4hperlod- expense. Ai3 discussed~ 
Commission approved such an adjustment in Docket 94-0270. 

The Commission atso rejects Danville’s argument that a portion of the relocation 
expense should be disallowed because it represents a ‘bridge toen”. The evidence 
shows that the ‘brtdge loan” and the relocation expense eootual were two separate 
transactions and that the amount which the Company proposes to amortize does not 
include the “bridge toan”. 

Finally, the Commission rejects the Company’s proposal of a three-year 
amortization period for the relocation expense. The Commission agrees with the Staff 
and Danville that the amortization period for the relocation expense should extend 
beyond three years. We find that a five-year amortization period is reasonable. 

E. Real Estate Tax Expense 

1. Postttons of the Parties 

The Company developed its pro forma test-year level of real estate tax expense 
for all Divisions other than Woodhaven by applying the actual average percentage 

increase for the past five years to the actual 1996 tax bills to determine the approprjate 
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accrual for the 1997 bills (payable in 1998). Because the Woodhaven Division has 
experienced abnormally high fluctuations in its real estate tax bills over the past five 
years, that Division’s 1997 real estate tax accrual was calculated by applying the one- 
year increase from 1995 to 1996 to the 1996 tax bill. 

-Mr. Fullington proposed that the allowed level of real estate tax expense for 
each Division be limited to the mount of the 1996 bill, without any #@u&me@ &eflect 
an increase in real estate expense accruals for 1997. He asserted thktt such an 
adjustment is not “known and measurable,” relying on his interpretation of the 
Adjustment Rule. Siiilarly, Mr. Smith asserted that no adjustmant should be made to 
reflect an increase in the Vermilion County Division’s real estate tax axpanse for 1997 
because “property taxes do not necessarily increase in avery year. . . .” He revealed 
that; .for the Vermilion County Division, the Company’s workpepers show that real 
estate taxes decreased from 1992 to 1993. 

In response to tha pnsittts af Staff and Danville, CIWC notes that tt has 
calculated its adjustment based on the five-year average of aotual changes in real 
estate tax expanse Mr. Cummings testified that the actual data support its position 
that an increase in 1997 real estate tax expense over the 1996 expsnse is reasonably 
certain to occur. With regard to Mr. Smith’s assertion regarding the 1993 decrease in 
the Vermilion County Division’s real estate tax expense, CIWC notes that the decrease 
in that year was only $1,268, or 0.6% of the 1992 expense. In,% of. the q* 1992, 
1994 and 1995, ~the Vermilion County Division’s real estate tax expense increased by 

The Commission finds that the proposed adjustments for ina’eases in real estate 
tax accruals are consistent with the Adjustment Rule, supported by the evidence and 
should be approved. As the Commission has c&k-mad, the Adjustment Rule does not 
“indicate that pro forma adjustments should be disallowed beceuse they are based on 
somathing less than absolute certainty. Rather, adjustments should be allowed where 
they reflect significant changes reasonably anticipated to occur.” (Interstate, 
Docket 85-0166, Order at 3). In accordance with the Adjustment Rule, the .:proposed 
adjustments are based on a particularized study of the five-year average of actual 
changes in real estate tax expense for each Division. For the reasons discussed 
above, the Adjustment Rule cannot reasonably be construed to preclude a utility from 
developing a proforma adjustment to an individual expense item based on a 
particularized study of actual historical changes in that expense item. The evidence 
shows that increases in 1997 real estate tax expense over tha 1996 expense are 
reasonably certain to occur and that the proposed adjustments reflect a normal lever of 
change for this item. For this reason, the adjustments proposed by CIWC are 
approved. 
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